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SUMMARY 


THE SOVIET ECONOMY AT MIDYEAR 1985: The performance of the 
Soviet economy over the past 18 months has been mixed. 1984 
saw continued modest growth in industry, but stagnating 
agricultural output held growth of national income below the 
level of 1983. In the first quarter of 1985, harsh winter 
weather reduced industrial growth to the slowest rate of the 
current Five-Year Plan period. However, a rebound in the 
second quarter, forecasts of a better grain harvest, and a more 
vigorous style of leadership under General Secretary Gorbachev 
have improved the prospects for the Soviet economy in 1985. 


In industry, the main trends of the 18 months include: rapid 
growth in the output of the high-tech goods and the machine 
building sectors; lagging production in basic industries such 
as ferrous metals and construction materials, and slow growth 
in the consumer goods sector. 


The energy sector performed poorly in 1984. Oil production 
fell for the first time, slipping to 613 million metric tons 
from the 616 million ton mark recorded the previous year. The 
slump continued into 1985, with output through mid-year running 
some four percent below the 1984 pace. The coal industry is 
scrambling to maintain output at levels attained in recent 
years. Nuclear power programs continue to limp along well 
behind schedule. The natural gas industry maintained its 


record of rapid growth in 1984, with no slowdown in sight in 
1985. 


In foreign trade, the Soviet Union recorded a record trade 
surplus in 1984, despite softening oil markets where it earns 
60 percent of its hard currency. Sharp cutbacks in machinery 
and equipment imports from the West provided some breathing 
space for record grain imports. Problems in oil production and 
transportation reduced oil exports precipitously in early 1985, 
presaging some deterioration in the hard currency trade account 
in 1985. Returning to the Euromarket for the first time since 
1979, the Soviet Union negotiated more than one billion in 
credits at very favorable terms in 1984. Borrowing continued 
apace through mid-1985, with further improvement in terms. At 


the end of 1984, Soviet net hard currency debt stood at about 
ten billion dollars. 


IMPLICATIONS FOR THE UNITED STATES: Soviet difficulties in 
increasing hard currency export earnings, continuation of a 
policy to reduce its percentage of trade with the West and a 
disinclination to finance hard currency trade deficits will 
limit expansion of Western exports to the U.S.S.R. Prospects 





for U.S. exports directly relate to Soviet import priorities, 
Soviet bilateral trade requirements, the ability of firms to 
channel shipments through third country clearing accounts, and 
export control regulations. 


PART A: CURRENT ECONOMIC SITUATION AND TRENDS 


At mid-year 1985, the Soviet Union is in the final stages of 
the llth Five-year Plan (1981-1985). From the beginning, the 
Plan has run into difficulties. The Plan had called for a 
transition from "extensive" to "intensive" growth. Recognizing 
that the Soviet Union could no longer rely on ever-increasing 
inputs of manpower and raw materials, planners hoped to use 
existing inputs more intensively by raising labor and capital 
productivity. However, in 1981 and 1982, productivity lagged 
well below planned levels, and growth rates in industry fell. 
In 1983 and 1984, a modest rebound in industry created some 
optimism in the Soviet Union that many targets could still be 
reached. However, the poor performance of the economy in early 
1985 has put further out of reach many of the growth targets 
for the economy as a whole, and for important branches of 
industry. The Soviets now are trying to draw upon the lessons 
of the llth Five-year Plan period in formulating the 1986-90 
Plan. 


THE SOVIET ECONOMY IN 1984 AND THE FIRST HALF OF 1985 


In 1984, the Soviet economy grew at a moderate rate. Soviet 
statistics show that industrial production increased four 
percent, roughly the same rate as 1983. Agricultural output, 
however, stagnated and this, combined with slower growth in 
other sectors of the economy such as transport and 
construction, drove down the increase in national income to 
approximately 2.5 percent, one-half percent lower than in 1983. 


Industry's generally positive performance can be traced to 
several factors. A second consecutive mild winter in 1983-84 
helped to ease the strain On the over=burdened rail transport 
system and to avoid supply and distribution difficulties, 
Industry also benefitted from the continued momentum of 
measures taken in 1983 to raise labor productivity, increase 
efficiency, and improve management. While no hard statistics 
are available, it is likely that reduced absenteeism resulted 
in an increase in the number of hours worked in industry. 
Labor productivity, which in Soviet statistical terms measures 
Output per worker, rose 3.8 percent. 


Already late in the fourth quarter of 1984, there were signs 
that in the absence of new meaSures and a more vigorous 





leadership, the effort to raise productivity was waning and 
growth slowing. Harsh winter weather in January and February 
1985 further slowed growth, particularly in the older and more 
vulnerable industrial areas of the Ukraine and Russian 
Republics. Cold and snow snarled rail transport and forced 
cutbacks in power supplies in industry. First quarter growth 
in industry in 1985 slumped to two percent, the lowest first 
quarter growth in the 1981-85 Plan period. 


By mid-year, industry had partially recovered, and industrial 
output was 3.5 percent above the level of the first half of 
1984. The economy also appeared to be responding positively to 
the new style of leadership of General Secretary Gorbachev. 
Blunt criticism of planning and managerial shortcomings, the 
firing of some senior economic officials, and a renewed call 
for worker discipline have increased pressure on ministerial 
officials, enterprise managers, and workers to improve their 
performance, 


INDUSTRY 


Over the past 18 months, growth rates in different industrial 
sectors have varied considerably. Reflecting the high priority 
attached to modernizing the economy, the high technology 
equipment sector has grown rapidly. The output of computers 


increased 1l percent in both 1984 and the first half of 1985, 
while production of numerically controlled machine tools rose 
eight percent in the first half of this year. However, total 
output of these high-tech goods remains relatively small by 
Western standards, and their quality and reliability often fall 
well below Western standards. 


Another priority sector with high growth rates is machine 
building. In 1984 the output of the machine building and 
metalworking sector grew seven percent, with large increases in 
general machine tools and equipment for agriculture and the 
chemical industry. In the first half of 1985, in spite of 
slower overall growth in industry, output of this sector again 
reached seven percent. In discussing the 12th Five-Year Plan, 
General Secrétary Gorbachev has called for even more rapid 
growth, particularly in labor and resource-saving machinery and 
equipment. 


A high priority sector which has not fared as well is the 
chemical industry. In spite of large investments, increases in 
production have been disappointingly slow and often below 

plan. In 1985, for example, an increase in fertilizer 
production of more than ten percent was planned, but by 
mid-year the actual increase was only three percent. The 





entire sector has been plagued by poor planning, late 
completion of projects, and difficulties in absorbing foreign 
technology. 


Two other important basic industrial sectors which have 
experienced difficulties are the ferrous metallurgy and 
construction materials industries. While output of crude steel 
did increase in 1984 by one million metric tons (mmt) to a 
record 154 mmt, production slipped three percent in the first 
half of 1985. Similarly, the output of construction materials 
such as timber, cement, and ferroconcrete grew only slightly in 
1984 and lagged well below 1984 levels in the first six months 
of 1985. In an effort to improve the poor performance in both 
of these sectors, the Ministers of Ferrous Metallurgy and 
Construction Materials were replaced in July 1985. 


In spite of continued promises of more and better consumer 
goods, the light industry sector also has grown slowly. In 
1984, for the third straight year, the output of light industry 
increased a scant one percent, implying almost no growth in per 
capita availability of non-food consumer goods. A long-term 
consumer goods and services program, which was reportedly 
completed in 1984, has still not been released. Until steps 
are taken to improve the quantity and quality of goods and 
services, the black market or "second economy" will continue to 
play an important role in providing what is unavailable from 
state-controlled sources. The sector's difficulties led to the 


replacement of the Minister of Light Industry in July 1985. 


The situation in the food processing industry in 1984 was 
somewhat better than light industry. However, a poor grain 
harvest and problems with some other crops such as sunflowers 
and cotton slowed growth to three percent, a drop of two 
percentage points from 1983. In early 1985, the trend of 
Slower growth in the food processing industry has continued. 


ENERGY 


The Soviet Union is the world's largest energy producer. While 
it remains a net fuel exporter and possesses vast energy 
resources, it faces formidable and growing problems in 
developing, extracting, and transporting these resources. 


OIL: In 1984, output of oil and gas condensate slipped 
one-half a percent to 613 million metric tons, more than two 
percentage points below the ambitious 628 million ton plan. A 
clear downward trend in production became discernible in 1984 
and continued into 1985. A four percent decline through 
mid-1985 raises the prospect that production could slip below 





the 600 ton mark for the year, the worst annual performance of 
the decade. A shake-up of senior officials at the Ministry of 
the Petroleum Industry in February 1985 marked the first 
response of the government to the sector's decline. 


Soviet officials have cited severe winter weather as a 
contributing factor to the poor 1985 performance. The Soviets 
also have pointed to more permanent, intractable problems: a 
labor shortage caused by lack of housing and amenities; delays 
in moving to more efficient secondary recovery methods; and 
sloppy and inadequate maintenance of equipment. Equipment 
shortages are commonplace, encompassing drilling rods, 
compressors, pumping jacks, and drilling rig equipment. 


GAS: Soviet natural gas production grew 8.7 percent to 587 
billion cubic meters in 1984. The pace of production rose 
further in the early months of 1985, bringing into reach the 
ambitious Five-Year Plan target of 600-640 billion cubic meters 
of gas annually by 1985. 


COAL: Output of coal in 1984 fell for the second year in a 
row, to 712 million metric tons. By midyear 1985, the coal 
industry had arrested the slide, but prospects are uncertain 
for an increase in production. A number of problems hamper the 
coal industry: underground conditions in older mines are 
deteriorating; insufficient capacity is coming on stream to 
offset production declines in older basins; and the development 


of the large basins east of the Urals is constrained by the 
poor quality of some of the deposits and their distance from 
consumers. There have been some delays in opening major new 
open=pit mines. Production of coal also has been affected by 
the rail system's inability to move coal to consumers 
efficiently and thus to prevent excessive stockpile buildup at 
mine sites, 


NUCLEAR: Although the Soviets stress that the rapid 
development of nuclear power is crucial to their energy plans, 
performance has consistently lagged behind plan goals. In 
1984, only three nuclear reactor blocks, two 1,000-megawatt and 
one 440-megawatt unit, were brought on line. This brought the 
total nuclear capacity created during the first four years 
(1981-84) of the current Five-year Plan to only 10,070 
megawatts, far below the plan target. 


To provide for future energy needs the Soviet Government has 
adopted a long-term program for energy development to the year 
2000. This program seeks to reduce the dependence of the 
Soviet economy on oil and to preserve oil for export by 
conservation and by shifting to other sources of energy, 





principally natural gas and nuclear energy. The energy sector 
will remain a primary recipient of investment funds into the 
foreseeable future. In the near term, investments will be 
concentrated on development of oil and gas production in 


western Siberia, southern fields nearer to industrial centers, 
and offshore. 


AGRICULTURE 


Gross 1984 agricultural output (R135 billion) was just below 
the 1983 record level. Increased slaughtering of livestock led 
to a second consecutive year of record meat production, 16.7 
million metric tons. Egg production continued to reach new 
records, hitting 76.0 billion pieces, and exceeding the annual 
plan target. The dairy sector, although falling slightly short 
of the planned output level, did boost milk production to 97.6 
mmt. If the exceptionally good performances in these sectors 
for 1983 and 1984 can be repeated in 1985, the llth Five-Year 
Plan goals for milk and eggs may be met. 


Estimated 1984 grain output is placed at 170 million tons, 20 
million tons below the previous year. Poor weather accounted 
for most of the decline in grain as well as forage. The United 
States Department of Agriculture has set its estimate of the 
1985 harvest at 190 mmt. In 1984, the Soviet tobacco industry 
had another good year, turning in a near record level crop. 
Soviet 1984 sugar beet production climbed more than four 
percent to 85.3 mmt. Vegetable output increased slightly to 
30.7 mmt, with output of potatoes rising by more than three 
percent to 85.3 mmt. Seed cotton and flaxseed production fell 
sharply. Drought and recurring disease problems cut sunflower 
seed production to 4.52 mmt, more than 10 percent below 1983's 
already reduced level. 


TRANSPORTATION 


Given the enormous land mass of the U.S.S.R., transportation 
plays a vital role in the economy, and in 1984 the performance 
of this sector was generally positive. The volume of cargo 
hauled and cargo turnover on the railroads, which transport the 
lion's share of Soviet freight, increased by three and two 
percent respectively. Marine and river transport also saw some 
increase in volume and turnover. Common carrier truck 
transport turned in the sector's worst performance with the 
level of freight carried falling by four percent from 1983. 


In the first half of 1985, most branches in the transport 
sector failed to meet plan targets. Cold weather and snow had 
a significant impact on the performance of the railroads in the 





first quarter. This suggests that the gains made in 1983-84 
were largely the result of short-term measures to improve 


efficiency rather than success in resolving this sector's long 
term problems. 


FOREIGN TRADE AND PAYMENTS 


The Soviet Union conducts more than half of its trade within 
the Council for Mutual Economic Assistance (CEMA) system, 
essentially within a barter framework. Much of the remainder, 
with OECD and less developed countries (LDC), occurs on a hard 
currency basis, while trade with Finland, India, Yugoslavia, 
Iran, and several lesser partners is on the basis for clearing 
accounts. In general, the Soviet Union is an exporter of 
energy and raw materials, particularly to CEMA and OECD 
partners, and an importer of machinery and equipment, 
semi-manufactures, agricultural products, notably grain, and 
consumer goods. The leading Soviet trade partners are the GDR 
and Czechoslovakia in CEMA, and West Germany, Finland, Italy, 
France, Japan, and the United States in the West. 


Soviet hard currency imports actually declined in 1984 by $1 
billion to $27 billion. According to official Soviet trade 
data, of the major Western trading countries, only the United 
States (up 63%), United Kingdom (up 8%) and Australia (up 4%) 
showed gains on their export ledger with substantially improved 
agricultural sales accounting for U.S. market gains. Exports 
of U.S. non-agricultural products were down 15% in 1984, a 
decline similar to the movement in the overall export accounts 
of major competitor countries (FRG down 13%, Italy down 20%, 
France down 16%, Japan down 18%). The decline would be even 
greater if figures were computed on a U.S. dollar basis because 
of changes in official exchange rates in 1984. As a result of 
the hard currency import decline in 1984, the Soviet Union 
achieved a small surplus in its hard currency balance of trade 
account for the first time in at least 10 years. (Deficits 
amounted to $1.6 billion in 1983, $1.3 billion in 1982 and $4.0 
billion in 1981). Several factors probably combined to produce 
the 1984 import decline: 1) the winding down of deliveries 
for major projects in the 1981-85 plan; 2) Soviet concern 
about declining terms of trade; 3) a conscious policy to 
balance the hard currency trade account (per Gosplan Chairman 
Baybakov's December 1983 statement that Western imports would 
be reduced by 10%), without respect to current (arms) and 
capital (gold) accounts; and 4) the need to reserve funds for 
expected increases in agricultural imports. 


A key factor in trade with the West is the export of energy. 
Exports of oil, oil products, and increasingly, gas have pushed 
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Soviet energy sales to Western Europe to the $20 billion range 
in recent years. Additional gas exports will increase this 
total through the remainder of the decade. To reduce growing 
trade surpluses with key energy importers such as France and 
Italy, Soviet trade officials have promised to boost imports of 
machinery and equipment and other industrial goods. However, 
prospects for such increases are mixed. By mid-1985, Moscow 
had awarded almost $2 billion in contracts to Italian companies 
and several hundred million dollars to French firms. Other 
significant contract remain undecided. Thus, the outlook in 
1985 is for continued Soviet efforts to balance trade with West 
European trade partners. Soviet trade with the United States, 
still considerably reduced from the peak level reached in 1979, 
continues in substantial deficit, with a similar trend 
experienced in trade with Japan. 


Overall, Soviet trade in 1985 should build on the 1984 trade 
performance. Hard currency trade surpluses could slide some 
due to problems in maintaining energy deliveries in the first 
quarter. Some reduction in soft currency surpluses with CEMA 
partners is possible. While imports from the West may improve 
somewhat, the impact on different commodities and categories 
May vary, depending on Soviet needs as determined by foreign 
trade planners. The Soviet Union will be keen to maintain 
imports of most high-technology items, a reflection of the 
economic policy objective of raising the technological level of 
Soviet industry. The emphasis on technology will also extend 
to trade with CEMA partners, as Moscow attempts to gain better 
quality and more useful industrial goods in exchange for 
continued energy deliveries. 


Solid trade performance, coupled with a very conservative 
financial approach, has kept Soviet hard currency indebtedness 
low. Net hard currency debt at the end of 1984 probably was 
down somewhat from the approximately $10 billion yearend 1983 
estimate, including both government-guaranteed and commercial 
borrowing. Debt service as a share of total export earnings 
remains in the 16 percent range. Following a five year absence 
from the Euromarket, the Soviet Union returned to it in early 
1984 by signing a $250 million medium-term loan with European 
and Japanese banks. Moscow remained active in the syndication 
market throughout 1984, borrowing approximately $1 billion in 
all. The USSR's early 1985 borrowing behavior suggests a 
higher total by the end of the year, with credit terms very 
much in the Soviets' favor. 


OUTLOOK 


Since assuming office in March 1985, General Secretary 
Gorbachev has frankly acknowledged the difficult task facing 
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the Soviet economy in the 12th Five-Year Plan period. 
Particularly acute is the competition for scarce capital 
investment. Gorbachev has stated in his speeches that the 
aging capital stock of industry needs to be modernized; defense 
spending (estimated in the West to exceed 14 percent of GNP) 


must be maintained; and consumer and social programs cannot be 
reduced. 


Gorbachev's strategy for satisfying these competing needs is to 
raise the overall rate of growth in the economy. He has called 
for growth rates of 4-5 percent in national income, rates of 
growth which exceed anything the Soviet Union has achieved in 
the last 10 years. In Gorbachev's view, the key to 
accelerating the rate of growth is more rapid introduction of 
technological advances into the economy. He has emphasized in 
particular the important role of the machine building sector 
and greater investment in modernizing existing enterprises as 
opposed to new construction, 


Gorbachev also hopes that improvements in the structure of 
industrial management will stimulate more rapid growth during 
the 12th Five-Year Plan. He has called for a streamlining of 
the economic bureaucracy, a greater role for "economic levers" 
(i.e., prices, wages, profits) and increased enterprise-level 
decisionmaking. Many of these concepts are embodied in an 
economic policy decree which was approved in July 1985 and will 
apply to one-half of industry in 1986. While the precise 
effect of the decree remains to be seen, it appears to 
represent more tinkering with the existing system rather than 
"economic reform" as measured by the recent standards of China 
Or some countries of Eastern Europe. 


Whatever the impact of Gorbachev's policy and management 
changes, the Soviet economy possesses considerable strengths 
including abundant raw materials, a large stock of capital 
goods, and a well-educated labor force. Over the medium term, 
the most likely scenario is for the Soviet economy to "muddle 
through" in spite of its problems. 


PART B: IMPLICATIONS FOR THE UNITED STATES 


The Soviet Union has been a $27-28 billion hard currency market 
for several years. Given the softness of world energy markets 
and heavy Soviet reliance on energy sales to earn hard 
currency, the level of hard currency imports is not expected to 
increase (although there may be year-to-year variances related 
to the scheduling of deliveries for major projects). The 
import patterns which have been evident throughout the decade 
are expected to continue: Soviet agricultural purchases will 
amount to $10-12 billion per year; ferrous metals and chemicals 
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$5-6 billion; consumer products $1 billion; and machinery and 
equipment (including major project imports) $9-12 billion. 
Soviet difficulties in increasing hard currency export earnings 
will constrain purchases from Western countries beyond these 
levels. 


Prospects for United States exports directly relate to Soviet 
import priorities for allocation of limited hard currency 
resources, Soviet bilateral trade requirements, the ability of 
firms to channel shipments through third country clearing 
accounts, and export control regulations. 


The 1986-90 Five-Year Plan will likely emphasize the machine 
building sectors, energy, and agribusiness, Hard currency 
imports required to meet economic objectives in these sectors 
will be high on the priority list, with equipment imports for 
the oil and gas industries near the top. The Soviet Union is 
committed to maintaining its hard currency earnings from oil 
and gas sales, and demand will be strong for equipment suitable 
for use in hostile environments, particularly in offshore 
Arctic conditions. The long-term Soviet Food Program will 
continue to engender a secondary emphasis on imports related to 
increasing agricultural productivity and reducing storage and 
processing losses. Agricultural chemicals are among the best 
prospects for United States exporters. Market opportunities 
are also expected for food processing and packaging equipment. 
Because of the high costs of most agricultural machinery, 
Soviet interest in prospective licensing ventures will be 
stronger than demand for final product imports, although there 
are some export opportunities for implements. Other sectors 
offering the best prospects include machinery and equipment for 
increasing productivity in the consumer goods and other light | 
industries, mining equipment for the non-ferrous metallurgy and 
coal industries, general purpose chemicals, scientific 
instruments, and medical equipment. 


Recent Soviet purchases reveal much about the priorities 
assigned to hard currency allocations. Annual hard currency 
outlays have been about $1.3 billion for oil and gas equipment 
(OGM), $900 million for metalworking machinery and equipment 
(MET), $170 million for analytical and scientific instruments 
(ASI), $130 million for food processing and packaging equipment 
(FPP), $115 million for mining equipment (MIN), $70 million for 
medical equipment (MED), and $30 million for agricultural 
machinery and equipment (AGM). American company performance 
has varied from sector to sector: U.S. firms have lost market 
position in the OGM and AGM sectors since 1979, and there are 
few signs of recovery; the FPP sector is one in which U.S. 
firms have lost position since 1979 but it shows some promise 
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of recovery. Shipments from CEMA competitors are most 
significant for the AGM and FPP sectors (91 and 83 percent of 
total market); they are least significant for the OGM market 
(only 20 percent of total). Clearing account country imports 
are major factors for the FPP and MIN sectors (87 and 70 
percent of total market); they are lesser factors for MED (21 
percent), AGM (27 percent), MET (10 percent), OGM (eight 
percent) and insignificant for ASI (less than one percent). 


Major projects planned under the 1986-90 Plan will result in 
substantial deliveries in the OGM and MET sectors as early as 
mid-1986. Chemical and mining equipment also figure into the 
deliveries for these projects. Among these major projects are 
the Astrakhan II sour gas project, the Blagoveshchensk 
polyester fiber plant, the Budyennovsk olefin plant, the 
Sakhalin offshore oil and gas project, the Moskvich and Gorky 
automotive projects, the Zima PVC plant, the Kursk pesticide 
plant and the Karachagansk sulfur and liquids project. 

Contract awards from the Barents offshore oil and gas 
exploration project will probably be made somewhat later in the 
Five-Year Plan. Other projects in the food processing, ferrous 
metallurgy, chemical, agricultural machinery, coal slurry, and 
building materials sectors will also be included in the 1986-90 
Plan. Deliveries for these projects are apt to cause surges in 
hard currency imports for certain industry sectors in given 
years. The outlook for U.S. firms to play a role in these 
major projects is mixed, depending in part on the state of 
overall relations between the two countries. In some cases 
Moscow may Sign contracts with non-U.S. Western firms with the 
understanding that they will subcontract to U.S. companies for 
specific equipment or services. 


One difficulty in forecasting Soviet imports of industrial 
equipment is the fluctuation of Soviet agricultural import 
requirements. There has been an inverse relationship between 
agricultural product hard currency imports and machinery and 
equipment hard currency imports for a number of years. When 
poor harvests require more hard currency to be allocated to the 
purchase of agricultural products, machinery and equipment 
purchases have been cut back. Grain imports from all sources 
were 55 mmt in the 1984-85 grain marketing year (July 1l-June 
30), and current year purchases are estimated to be 37 mmt, 
With the signing of the Long-Term Grain Agreement between the 
United States and the U.S.S.R., the Soviet Union is obligated 
to purchase at least nine mmt of grain each year (U.S. fiscal 
year -=- October 1l-September 30) through September 1988. Up to 
one million tons of the requirement may be met through 
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purchases of soybeans and/or soybean meal in a ratio of 
two-to-one, grain-to-soybeans. In the 1984-85 year, Soviet 
grain purchases from the United States were approximately 19 
mmt. 


Bilateralism in Soviet trade has not been a serious problem for 
United States exporters, but the countries importing Soviet oil 
and/or gas are pressing more forcefully their concerns about 
their mounting trade deficits. Foremost among these are 
France, Italy, West Germany, and Austria. United States 
exporters are most apt to encounter difficulties when product 
quality differences are marginal, and especially if the 
competing firm from one of these countries is also able to 
offer a more attractive financing package. The relative 
appreciation of the dollar has also complicated the task of 
U.S. exporters. 


Innovative approaches to overcoming competitive constraints may 
entail sourcing through a West European subsidiary, sourcing 
through a clearing account country (chiefly Finland, Yugoslavia 
or India), or developing a workable countertrade proposal. 
United States components and intermediate products are 
frequently processed or assembled in Western Europe for 
eventual shipment to the Soviet Union. If local content 
requirements can be met, clearing account possibilities may be 
opened for products to which the Soviets have not allocated 
hard currency resources. cCountertrade transactions remain 
difficult to negotiate, especially when multiple end-use 
ministries or foreign trade organizations are involved in the 
transaction. Limited market expansion opportunities exist for 
companies which are able to identify and use products supplied 


by the same ministries/organizations which are receiving the 
imported goods. 


Subcontracting and licensing opportunities are also likely to 
increase. Many of the major projects planned for 1986-90 offer 
substantial subcontracting possibilities for American firms, 
which might compete for contracts as part of a consortium. As 
hard currency constraints restrict equipment purchase options, 
Soviet organizations have displayed greater interest in 
licensing production technology in many industry sectors. 
Technology sales on a fee basis are also beginning to play a 
more important role in Soviet trade. 


In assessing the Soviet market, United States companies must 

analyze more than Soviet economic trends. American firms must 
consider United States export control regulations, competitive 
pricing, and competitive financing. Even though each of these 
constraints may present difficulties, United States firms can 
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compete in a number of the high priority import sectors. A 
major advantage is that Soviet end-users retain a high regard 
for the quality of American products, 





The Export Administration Regulations, a 
comprehensive guide to the rules control- 
ling exports of U.S. products, answers 
your questions on export licensing 
requirements: 


e When is an export license necessary? 

e When is it not necessary? 

¢ How do | obtain an export license? 

¢ What policies are followed in considering 
license applications? 

¢ How do | know when the policies change? 

¢ Are there restrictions on exports to certain 
countries? 

¢ Are restrictive trade practices and boycotts 
prohibited? 

¢ Do | need a license to ship technical data? 

e Where can | obtain help? 


At no additional cost, subscribers receive 
supplementary Export Administration Bul- 
letins which explain recent policy changes 
and provide replacement pages to keep 
your set of regulations up-to-date. 


SUBSCRIPTION RATES 


In the United States 
To foreign countries 


All Bulletins sent first clees to 
both foreign and domestic ad- 
dresses. Airmail service not 
available. 


Use the order blank below to begin your 
subscription to the Export Administra- 
tion Regulations. 


MAIL THIS ORDER FORM To: Superintendent of Documents, U.S. Government Printing Office, Washington, D.C. 20402 


} Credit Card Orders Only 
Enclosed is $_____ 0) check, Total charges $_____ Fill in the boxes below. 
O money order, or charge to my Credit 


Deposit Account No. 


Gus: CITTTITES 
CLI LITTI-O sstlmoviblaln Se alias 


Order No: Month/Year aaa ae Waclie Puday uaa eae ot — 


Please send me sets of the U.S. Department of Commerce 
Export Administration ne and supplementary Export Adminis- 


tration Bulletins for the publication period beginning October 1, 1985. For Office Use Only 
Name—First, Last Quantity Charges 


Company name or additional address line 
Street address 

City Zip 

(or Country) Discount 


SS OS ee Se Oe a eee ee ee ee ee Refund 
PLEASE PRINT OR TYPE 
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